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In addition, as a conforming amendment, the proposal would 
repeal the exception to the 4-1/4 percent ceiling that now permits 
$70 billion to be issued at rates above 4-1/4 percent and held by 
the public. 

As a result, the Treasury would be able to issue bonds at the 
prevailing market rate, in amounts the market could absorb, and as 
frequently as the Secretary determines to be appropriate. 

Staff analysis 

Between World War II and the mid-1970's, there was a steady 
shortening of the maturity structure of the Federal debt. In 1946, 
the average maturity of the debt was 9 years, and by 1976 it had 
shrunk to 2-1/2 years. This trend was partly a result of statutory 
limitations on the issuance of long-term debt by the Treasury and 
partly a result of the lack of increase in the debt outstanding 
in the market during most of this period. Since the mid-1970's, 
the Treasury has succeeded in �i�n�c�r�~�a�s�i�n�g� the average maturity to 
4 years. The Treasury proposal to remove the statutory cap on 
long-term bond issues is needed to enable Treasury to continue 
with the policy. 

Arguments for lengthening the maturity of the Federal debt 

Proponents of legislation to permit further lengthening of the 
maturity of the Federal debt argue that securities with longer ma­
turities are cheaper for the government in the sense that they in­
volve lower administrative costs. Because the government must corne 
to the market less frequently when it issues longer-term debt, there 
is less risk of disrupting private securities markets. They also 
argue that, in view of the large federal deficits which are forecast, 
Treasury must offer as wide a range of maturities as possible in 
order to market successfully its huge volume of debt. 

It is also contended that Treasury's continuing to issue long­
term bonds also helps other sectors of the money market. The prices 
on actively traded Treasury issues are used as benchmarks in pricing 
private bond issues, thereby reducing risks to underwriters of those 
issues. Treasury bond issues also support options and futures 
markets which are used by·portfolio managers to hedge risks. 

Arguments against lengthening the maturity on the 
Federal debt 

Interest rates typically are higher on �l�o�~�g�-�t�e�r�m� bonds than on 
short-term securities, in which case long-term bonds will involve 
higher outlays for interest. The risk of locking Treasury into a 
costly interest burden is considered by some analysts to be espec­
ially great today, when interest rates embody a sizable inflation 
premium and when the government itself is predicting substantial 
declines in interest rates. 
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Furthermore, there is currently a shortage of lenders willing 
to commit funds at fixed interest rates for long periods of time. 
When the Federal Government issues long-term bonds, it tends to 
crowd other borrowers out of the long-term market. This could 
have the effect of reducing mortgage lending and of forcing cor­
porations to borrow short-term, which increases the risk that they 
will run into financial difficulties. Some also argue that it is 
inconsistent for the government to enact credit or subsidy programs 
to encourage lenders to commit funds to the mortgage market and, 
at the same time, to crowd those same borrowers out of the long­
term market with Treasury bond issues. 

Possible alternatives to long-term bond issues 

Several alternatives have been suggested to Treasury issuance 
of more long-term bonds. These might give Treasury some of the 
advantages of long-term financing without the ill-effects of fixed­
rate long-term bonds. One possibility would be for Treasury to 
issue a long-term bond with a floating interest rate. Another 
would be for Treasury to issue a bond whose interest and principal 
payments were indexed to inflation. 

The issuing of these kinds· of obligations also would require 
repeal of the present 4-1/4 percent interest rate ceiling. 

The average maturity of the debt could be increased by issuing 
notes with maturities of 5 to 10 years. There is no interest rate 
limitation on obligations which are scheduled to mature within 10 
years of the issue date. 




